A recent innovation is to fill the reserve capacity not used by HOVs with solo drivers willing to pay a toll. These so-called high-occupancy toll (HOT) lanes can be found in the Los Angeles, San Diego, Houston, and MinneapolisSt. Paul metropolitan areas, and they are currently under consideration in other cities including Denver, Seattle, San Francisco, and Washington.
HOT lanes appeal to a broad set of motorists who are sufficiently inconvenienced by congestion to pay a sizable toll to travel on less-congested lanes, either daily or as dictated by their schedules. Although the adoption of HOT lanes in some urban areas indicates that the public is no longer opposed to all forms of congestion pricing, HOT lanes are questionable on welfare grounds for two reasons. First, motorists continue to impose high congestion costs on each other because most of the highway is unpriced. Second, the express lanes are still underused because a big price differential exists between the two roadways. 4 Indeed, simulations show that HOT lanes sometimes lower welfare compared with keeping all lanes in general use, particularly if they are priced high enough to allow motorists to travel at approximately free-flow speeds-a condition that is achieved to promote the service advantages of the lanes among the public.
In short, HOV and HOT policies do not appear to have answered the longstanding call for efficient yet politically viable road pricing policies. In this paper we seek to identify such policies by analyzing the behavior of motorists traveling on California State Route 91 (SR91) in Orange County. These travelers have the option of traveling solo on the general lanes, paying a toll to use the HOT express lanes, or forming a carpool to use the express lanes at a discount. Because travelers are likely to vary in their preferences for speedy and reliable travel, we model the situation accounting for both observed and unobserved preference heterogeneity. 5 We find that users of SR91 have high average values of travel time and travel-time reliability, and that the distributions of these values exhibit considerable dispersion.
We show that by designing differentiated pricing schemes for general and express lanes that cater to such varying preferences, it is possible to capture some of the efficiency that HOV and HOT policies sacrifice while generating welfare disparities among road users that are not only smaller than more-4. Small and Yan (2001) . 5. Previous empirical studies that allow for heterogeneous preferences among motorists include Calfee, Winston, and Stempski (2001) ; Hensher (2001) ; Jiang and Morikawa (2004) ; Steimetz and Brownstone (2005) ; Hess, Bierlaire, and Polak (2005) ; Small, Winston, and Yan (2005a) . Simulation studies incorporating heterogeneity to analyze pricing scenarios include Small and Yan (2001) ; Verhoef and Small (2004) ; De Palma and Lindsey (2004). but are unable to do so because we lack information on how congestion varies on roads that people use besides the SR91 study corridor. Later in this paper we describe some statistical tests that indicate that our results are not particularly sensitive to our assumption that travel occurs at a given time of day.
In the empirical analysis that follows, we combine data that describe motorists' actual decisions for their morning commute with data indicating hypothetical choices between the express and free lanes under varying travel conditions. This strategy permits us to extract information about the distribution of preferences that would otherwise be impossible to extricate from other random influences on behavior. The mechanism at work is that an individual who answered the hypothetical questions provides responses for up to eight different scenarios. Hence we can effectively infer that individual's preferences through his or her unique pattern of responses to trade-offs among cost, time, and reliability. We estimate common coefficients of the trade-offs that are shared among individuals and coefficients of the trade-offs that vary among individuals, enabling us to measure the key distributions of the value of time and reliability in our sample.
Formally, traveler n faces a choice whether to have a transponder (T) or not (N); whether to travel on a general (free) lane (G) or express lane (X); and whether to travel with one, two, or three people in the vehicle (where three means three or more). The three choice dimensions define 2 × 2 × 3 = 12 alternatives, but only nine of them are available because a highway traveler must have a transponder to use the express lane, thereby eliminating combinations NX1, NX2, and NX3.
Following standard discrete-choice modeling, we specify the indirect utility of traveler n choosing an alternative j to be random:
In equation (1), X jn is a vector of attributes associated with alternative j including the toll, travel time, and reliability that apply to the traveler's trip; ␤ n is a vector of parameters that captures the traveler's preferences for those attributes; and ε jn is an error term capturing unobserved influences. We measure preference heterogeneity by allowing parameter vector ␤ n to vary across individuals according to both observed characteristics and random (that is, unobserved) influences:
In equation (2), W n is a vector of explanatory variables relating to traveler n, while n is a vector of random variables; ␥ is a vector of parameters, to be ( .
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␤ ␥ n n n = + W ( . 1) U X jn jn n jn = + ␤ ε estimated statistically, describing how preferences depend on observed characteristics. The random terms n are assumed to be independent normal random variables, with variances to be estimated. Thus the term W n ␥ describes observed heterogeneity and n describes unobserved heterogeneity in preferences toward travel characteristics. If ε jn in equation (1) were independently distributed according to identical extreme-value distributions, then equations (1) and (2) would constitute a conventional mixed-logit model where each choice probability can be expressed as a standard multinomial logit choice probability (conditional on ␤ n ), integrated over the distribution of n (which determines ␤ n ). 8 Our model is more complicated because we specify the structure of ε jn to account for certain special features of the data. One is the decision structure inherent in our choice alternatives. Another, which we describe later, is that we merge our data from several sources.
As noted, the decision structure involves three choice dimensions. Thus it is unlikely that the alternative-specific preferences ε jn for the nine permitted alternatives are independent of each other. Rather, a natural approach is to specify random preferences for groups of alternatives. 9 We let ε jn include four distinct preferences: for a transponder (T), for the express lane (X), for a two-person carpool (H2), and for a three-person carpool (H3). Thus where Δ T j denotes a dummy variable equal to one if alternative j is one of those characterized by a transponder, and so forth. The four variables ν k n are independent normal random variables, each with mean zero and a standard deviation σ k to be estimated. (For parsimony, we impose σ H2 = σ H3 ≡ σ HOV .) The remaining random terms, η jn in equation (3), are assumed to be independent random variables (one for each alternative) with identical extreme-value distributions, just like in a logit model. Naturally, one can expect to estimate the distribution of only a few of the many behavioral parameters contained in a model like this. We choose two key parameters, which means there are two components of n in equation (2) 
8. Small and Winston (1999) and Train (2003) contain expositions of the logit and mixedlogit models. The (normalized) extreme-value distribution for a random variable ε is defined by the probability Prob[ε≤x] = exp(e -x ). 9. For a description, see Brownstone and Train (1999) . An alternative approach would be to use a nested-logit specification. The approach here is more flexible, typically better behaved numerically, and easier to implement given that we are using mixed logit. the other (µ n Rel ) is part of the coefficient of (un)reliability. Their standard deviations, to be estimated, are denoted σ Time and σ Rel . To summarize the model's stochastic part, we specify six independent normal random terms (νs and µs) with five distinct unknown standard deviations (σs) to be estimated.
We define the value of travel time (VOT) and value of reliability (VOR) for individual n as the ratios of marginal utilities of travel time and reliability, respectively, to the marginal utility of money cost. That is, where in equation (1) β n Time : the coefficient of travel time, β n Rel : the coefficient of travel time reliability, β n Cost : the coefficient of toll.
These values depend on observables W n and random components n through equation (2).
Data Set and Econometric Issues
We combine survey data from three samples of people traveling between 4:00 a.m. and 10:00 a.m. on the California State Route 91 corridor westbound who have the option of using the express lanes. We collected data over a ten-month period in 1999 and 2000. The first survey was a telephone questionnaire generating 435 observations pertaining to actual travel on a particular day, conducted by researchers at California Polytechnic State University at San Luis Obispo (CalPoly) with our participation.
10 Thus it consists of revealed preference (RP) data.
The second and third samples are from a two-stage mail survey collected by us through the Brookings Institution. The initial stage collected RP data from seventy-nine respondents on actual trips taken during a week of travel, while a follow-up stage presented to each respondent eight stated preference
In each SP scenario, the respondent was asked to choose between two otherwise identical routes with specified hypothetical tolls, travel times, and probabilities of delay. 12 The SP sample contains seventy-eight respondents who generated 610 observations, and fifty-four of these people also answered the RP questions.
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By constructing a sample that contains both RP and SP observations, we can overcome the main drawbacks of each type of data. The use of RP data is often hindered by strong correlations among travel cost, time, and reliability, whereas SP data raise concerns about whether the behavior exhibited in hypothetical situations applies to actual choices. By specifying some parameters to be identical and others different in the utility functions generating RP and SP choices, we can improve the precision in estimating common parameters (due to low correlations designed into the SP questions) while allowing for expected behavioral differences in other parameters. Table 1 presents some statistics on socioeconomic variables and trip distance. The Brookings RP sample appears to represent well the population characteristics of the SR91 catchment area, tracking census information for the two relevant counties except for household income-which, naturally, is higher for our respondents because most of them are commuters.
14 We estimate the average wage rate to be $23 an hour. 15 The CalPoly sample has higher household incomes and shorter trip distances than the Brookings samples, evidently being drawn from a smaller and more affluent geographical area. These sampling differences should not affect our parameter estimates because our model includes income and trip distance as explanatory variables.
Kenneth A. Small, Clifford Winston, and Jia Yan 59 11. The Brookings RP sample actually contains information for all commuting trips made within the survey week, which could be treated as separate observations. However, 87 percent of the respondents made the same choice every day and nearly all of the others varied on only one day. So we simplify, with little information loss, by creating a binary response variable equal to one if the respondent chose the express lanes for half or more of the days reported. We tried variants of this response variable with virtually no changes in results.
12. An illustrative scenario is presented in the paper's appendix. 13. Detailed descriptions of the samples are presented in Small, Winston, and Yan (2005b) . 14. Our sample's median annual income is $46,250, whereas the average incomes in the two counties where our respondents lived were $36,189 and $39,729 in 1995, as estimated by the Population Research Unit of the California Department of Finance.
15. Data from the U.S. Bureau of Labor Statistics for 2000 record the mean hourly wage rate by occupation for residents of Riverside and San Bernardino Counties. We combine the bureau's occupational categories into six groups that match our survey question about occupation, and assign to each person in our sample the average Bureau of Labor Statistics wage rate for that person's occupational group. We then add 10 percent to reflect the higher wages likely to be attracting these people to jobs that are relatively far away. Table 2 presents the choice shares of the nine alternatives associated with each RP sample. We observe a difference among carpooling propensities between the CalPoly and Brookings samples, with many fewer carpools in the latter. To better understand the difference, the CalPoly sample is disaggregated into four subsamples representing different ways of finding respondents. 16 The random subsample was obtained by telephone interviews drawn randomly from lists of telephone exchanges in the relevant area. The other three CalPoly subsamples came ultimately from license plates observed on the highway and are therefore choice-based (some were purposely carpoolenriched). Even in the CalPoly random subsample, however, the combined carpool shares are considerably higher (24 percent) than in the Brookings RP sample (6 percent), despite both being obtained from random telephone calls. The CalPoly random shares are much closer to the observed peak-period carpool shares on the SR91 roadway, 17 so we conclude that the Brookings sample undersampled people who carpool-possibly because the telephone screening questions to determine eligibility for the survey were originally designed to only find solo drivers and subsequently modified. Thus we use the CalPoly 16. Sullivan and others (2000) . 17. Unfortunately, these are not measured at all precisely. Sullivan and others (2000) report the share of vehicles in a two-hour afternoon peak (eastbound direction) in 1999 to be 20.2 percent HOV2 and 3.7 percent HOV3. This would imply a share of commuters choosing to carpool of somewhat more than 24 percent, although how much more depends on how many of the passengers in carpools are also commuters. Also, because we model a four-hour morning peak period in the westbound direction, the comparison is not precise. random subsample as our measure of the population choice shares, and correct for choice-based sampling in our estimates by applying carpool-share weights to the other subsamples.
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We recognize that SR91 has a higher share of carpoolers than is the case for most other highways in the United States. Later in this paper we perform sensitivity analysis on the share of carpoolers to explore how our analysis applies to other U.S. metropolitan areas.
Specification and Estimation
We posit that motorists' joint choices are influenced by their socioeconomic characteristics and the characteristics of their journey, including the total trip distance and the toll, travel time, and (un)reliability of travel time on the portion of the journey where a lane choice exists.
The express lane toll for a given trip is the published toll for the time of day the motorist reported passing the sign that indicates the toll level. It is discounted by 50 percent if the trip was in a carpool of three or more. (We asked respondents, even in the SP survey, to indicate their vehicle occupancy for actual trips.)
18. Manski and Lerman (1977) . Our ability to measure individuals' preferences critically depends on capturing the different conditions they face when traveling at different times of day. Therefore we sought to measure those conditions carefully to construct variables for the RP portion of the analysis. We measured the reliability of service encountered by a traveler, as well as the travel time itself, by taking field measurements at many different times on eleven different days, corresponding approximately to the travel periods covered by our surveys. The field measurements consist of travel times clocked by students attending the University of California, Irvine, who drove the road repeatedly. Thus we were able to measure the median travel time observed across the eleven days, at any given time of day, as well as the entire distribution of travel times across those days, again as a function of the time of day. For our travel-time variable, whose coefficient is β Time in equation (4), we use the median value. For our measure of unreliability of travel time, denoted Rel in equation (5), we use the difference between the 80th and 50th percentiles of the distribution of travel times across days. This measure captures the behavioral notion that people are more concerned with unexpected late arrivals than early arrivals. The measure also is less closely correlated with median travel time than a symmetric measure of dispersion such as the variance.
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The variables describing the individual include age, sex, household size, per capita income, total trip distance, and trip purpose (that is, a dummy for work trip). We explored other variables describing arrival-time flexibility, occupation, education, and workplace size, but found that they have little explanatory power and that omitting them did not materially influence the other parameter estimates.
The variables used in the SP analysis are defined, with one exception, identically to those in the RP data set, although the travel descriptors, of course, are generated differently, being specified in the survey questions instead of measured in the field. The one exception is reliability. We did not think we could explain percentiles of a probability distribution to survey respondents, so in the SP scenarios we described reliability as the frequency of being delayed ten minutes or more. We convert the responses into probabilities for purposes of analysis. The reliability variable therefore has different units and meaning in the RP and SP scenarios, so distinct RP and SP coefficients for it are estimated. However, it is the RP coefficients that we use to describe resulting values of reliability and to simulate policy scenarios.
A number of specification issues arise when we combine the RP and SP data sets. The RP analysis is described by equations (1), (2), and (3), to which we append superscript RP to distinguish those observations. The SP analysis, however, is different because we asked each respondent to express only a choice between the express or regular lanes, and we asked for this choice in eight different scenarios (each with different hypothetical values of travel variables). Because the SP choice is binary, it is convenient in the case of SP respondents to replace equation (1) by the utility difference between the express and regular lane. Thus in each choice scenario t, the respondent n chooses the express lane if, and only if with β n SP given by equation (2) with the addition of SP superscripts on each of the symbols there. Note that β n SP , representing the preferences of individual n, does not vary across the different choice scenarios t presented to that individual.
We account for three additional effects that may arise due to the nature of the SP sample and to combining it with the RP samples. First, we expect the random influence ε SP nt to exhibit a typical panel structure. That is, it contains one random term, which we denote ξ n , common to all the choice scenarios considered by individual n; and another, denoted η SP nt , that is unique to each choice scenario. Second, in the fifty-four cases where the same individual answered both the RP and SP questions, we expect some correspondence between the unobserved influences on their actual behavior and their hypothetical responses. To capture this, we assume that part of the random utility is common between them. Specifically, we assume the SP error ε 20. The logistic distribution describes the difference between two extreme-value variates, which is what we obtain because utility in equation (6) is the difference between the random utilities of express and regular lanes. Train (2003, p. 39) illustrates this point.
Finally, we follow standard practice in combining RP and SP data by allowing for differences between revealed and stated choices in the variance of random preferences. That is, the random factors affecting revealed choices may be larger or smaller than those affecting stated choices. For similar reasons, we allow for a difference between the two RP data sets in the variance of the random term in equation (1). The two data sets are Brookings RP (denoted BR) and CalPoly (denoted C). Thus the three standard deviations describing the three parts of our data (BR, C, and SP) are connected by two ratios that we estimate:
The ratios are described in our estimation results as scale parameters.
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We compute the log-likelihood function for our sample as the summation of logarithms of choice probabilities for RP observations (choice among nine alternatives) and for SP observations (binary choice), with the common error term ν X n entering both RP and SP choices for those people who are members of both Brookings samples. As noted, each choice probability is expressed in the usual manner for mixed logit as an integral of a multinomial or binary logit probability, conditional on normal random variates, over the distribution of those variates. We obtain parameter estimates by maximizing this loglikelihood function using Monte Carlo simulation to compute the integrals.
22

Identification
Every statistical model must make explicit or implicit identifying assumptions about which environmental factors are held constant as others are varied, thus enabling the analyst to isolate the parameters of interest. Our model's parameters are identified by assuming that the unobserved influences on transponder, vehicle occupancy, and lane choice do not vary systematically by time of day. If they did, they would be correlated with the cost, time, and reliability of travel and their presence would bias those coefficients. The validity of this assumption depends to a large extent on how well our observed variables capture taste variation across time of day. Fortunately, it appears that such variation is reflected in several of our variables. For example, a motorist's gender is correlated with the time of day of travel. Females constitute only 15 percent of those people traveling during the interval 4:00 a.m.-21. As in the binary logit model, one of these standard deviations can be normalized, typically by setting it equal to π/√3 for mathematical convenience: Train (2003) , pp. 44-46. We normalize σ SP in this way. 22. This is the maximum simulated likelihood estimator developed by Lee (1992) and McFadden and Train (2000) , and exposited by Train (2003, pp. 148-9) .
5:00 a.m., but 39 percent of the 7:00 a.m.-8:00 a.m. group. Similarly, the proportion of respondents whose trips are work trips varies from 100 percent at the earliest time to 58 percent at the latest time.
In earlier work, we conducted a formal test of whether unobserved taste variation by time of day affects our estimates of cost and travel-time coefficients. 23 The test consisted of estimating models of lane choice that included five time-of-day dummy variables. The findings indicated that values of time and reliability were not affected very much by the inclusion of the dummy variables. We do not include the time-of-day dummies in the current model because in the previous work they reduced the precision of the estimates. Table 3 presents estimation results. We group the RP parameters as those for generic variables that influence all three choice dimensions (transponder, lane, and vehicle occupancy), and those that influence just one of those dimensions. We also group separately those parameters influencing only the SP lane choice and those having a common effect on RP and SP choices.
Estimation Results
24 Most influences are statistically significant and have the expected signs. As indicated by the generic RP coefficients and the SP coefficients, motorists pay close attention to the toll, travel time, and reliability when choosing among the available alternatives.
Observed heterogeneity in preferences is indicated by interaction variables formed by multiplying a generic variable by a socioeconomic or distance variable. 25 For example, toll is multiplied by a dummy variable for income, and median travel time is multiplied by various functions of trip distance. The results show that, as expected, motorists with higher incomes are less responsive to the toll, a statistically significant effect for RP respondents. The deterrent effect of travel time varies with distance in an inverted U-pattern, 23. Small, Winston, and Yan (2005a) . 24. We conducted an extensive exploration of alternative specifications and functional forms for the explanatory variables, including removing the equality constraints between certain RP and SP parameters reflected in the "combined estimates" in the table. The model presented here is robust to such variations and is not rejected by statistical tests against more general models.
25. That is, we multiply a component of variable vector X jn in equation (1) by a component of variable vector W n in equation (2), as required by substituting equation (2) 
RP coefficients
Generic variables
Toll ( initially rising but then falling for trips greater than thirty-two miles. Following Calfee and Winston (1998), we conjecture that this pattern results from two opposing forces: the increasing scarcity of leisure time as commuting becomes longer and the self-selection of people with lower values of time into residences farther from work. For SP, we allow the coefficient on travel time to differ between people with long and short commutes, but we find the difference to be negligible. We also find observed heterogeneity in alternative-specific preferences. The estimates listed under RP Coefficients in table 3 show that middle-aged females and all commuters are more inclined than other motorists to acquire a transponder. Middle-aged females with large families are more likely than other motorists to carpool, perhaps because they are more likely to make trips where family members ride together. Finally, as indicated by the combined coefficients, women, middle-aged motorists, and motorists in smaller households are more likely than others to choose the toll lanes, even after accounting for differences in transponder acquisition and car occupancy. Lee (1995) . That is, each is the square root of the corresponding diagonal element in the matrix V = (−H) −1 P(−H) −1 , where H is the Hessian of the simulated log-likelihood function and P is the outer product of its gradient vector (both calculated numerically). This estimate accounts for the simulation error in the likelihood function.
b. All cost, travel time, and unreliability variables are entered as the difference between values for the toll and free lanes. In the RP data, the cost for free lanes is zero, travel time for toll lanes is eight minutes, and unreliability for toll lanes is zero. In the SP data, cost, travel time, and unreliability are specified in the questions.
c. Value of cost for the toll lanes is the posted toll for a solo driver (for RP data) or the listed toll in the survey question (for SP), less 50 percent discount if car occupancy is three or more. For SP, car occupancy is determined from a question asking whether the respondent answered as a solo driver or as part of a carpool, and if the latter, what size carpool.
26. To better understand why women are more likely to use the toll lanes, we tried including an interaction of four variables: gender, age, household size, and either the express-lane dummy or the travel-time-uncertainty variable. This interaction sought to test whether working mothers with children might prefer the toll lanes or be more averse to unreliability due to tighter schedules. However, we could not find a measurable effect. over absolute preferences for the express lanes (σ
X-RP
) and for carpooling (σ HOV ). We tried also to estimate a random coefficient for the toll, but we were unable to obtain stable results. The standard deviations are estimated with good precision and are substantial in magnitude, ranging from roughly one-fourth of the corresponding mean coefficient to a multiple of it. 27 The scale and correlation parameters that describe the error structure are also estimated precisely and show, among other things, that the RP and SP responses from a single individual are strongly correlated.
We use our parameter estimates to compute properties of the distributions across individuals of motorists' implied value of time (VOT) and reliability (VOR). 28 In table 4 we provide summaries for all road users combined, and for users of the express lanes and free lanes separately. We use the Brookings RP sample for enumeration because it best represents the population, as argued above. 29 We characterize heterogeneity in VOT and VOR by the interquartile range (that is, the difference between the 75th and 25th percentile values) across individuals and across values of random parameters. This measure is relatively robust to the high upper tails typically found in distributions of ratios of random variables. The results are obtained by sampling across people in the enumeration sample and, for each, making repeated random draws from all estimated distributions.
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All of the 90 percent confidence intervals in the second column of table 4 are strictly positive, which indicates that all the reported estimates are statistically different from zero using a one-sided test at a 5 percent significance level. We find that the median value of time is $19.63 an hour, which is about 85 percent of the average wage rate and thus near the upper end of the range expected from previous work. 31 The median value of reliability is $20.76 an 27. The ratio of standard deviation to the mean coefficient is directly estimated for (un)reliability at 1.32. In the case of travel time, the estimated standard deviation of 0.39 may be compared with the SP coefficient of travel time of about −0.36 and with the derivative of utility with respect to RP median travel time, which is −0.76 at the mean trip distance of the Brookings RP sample.
28. These computations use the individual estimates for RP responses, which are derived according to equation (3) from the estimates of the mean coefficients from the section RP Coefficients: Generic Variables in table 3 and from the estimates of standard deviations from the section Combined Coefficients. Note that the latter estimates make use of both RP and SP responses.
29. There is no bias from choice-based sampling here because we use information only about respondents' characteristics, not their choices.
30. The same method is used, and described in greater detail, by Small, Winston, and Yan (2005a) .
31. Small (1992, pp. 43-5). hour. 32 Motorists also exhibit a wide range of preferences for speedy and reliable travel, as total heterogeneity in VOT and VOR is nearly equal to, or greater than, the corresponding median value. On average, express-lane users have higher values of travel time and reliability than do users of the free lanes, as expected, but wide and overlapping ranges exist within these two groups, resulting from the strong heterogeneity in preferences.
Simulating Highway Policies
We explore the policy implications of preference heterogeneity by developing a simulation model that uses our econometric results. It allows us to 32. Note that reliability is measured in hours because it is formed from percentiles of the distribution of travel time, which is measured in hours. Nevertheless, reliability, like travel time, is a property of the entire trip (more precisely, of the portion of the trip occurring on the section of the corridor we study). (4) and (5) using estimates of β n Time , β n Rel , and β n Cost applicable to RP responses (but note those estimates rely on both RP and SP data because they depend on σ Time and σ Rel ).
b. Heterogeneity is expressed here as the interquartile range of the quantity in question across both individuals in the enumeration sample and random draws from the estimated distributions of the β's, in order to account for observed and unobserved heterogeneity, respectively. examine current HOT and HOV policies and alternative pricing policies. We begin with a situation closely resembling the SR91 road-pricing experiment. Two ten-mile roadways, express and regular, are assumed to connect the same origin and destination and to have the same free-flow travel time of 8.0 minutes. 33 We model a four-hour peak period of 5:00 a.m.-9:00 a.m. We find equilibria by iterating between the supply and demand sides of the model. The supply side is a standard static congestion model in which travel delays are proportional to the fourth power of the volume-capacity ratio.
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Capacity is 2,000 vehicles an hour in each lane. Unreliability is assumed to be a constant fraction 0.3785 of travel delay (travel time minus free-flow travel time)-the fraction observed in our data on the free lanes averaged over 5:00 a.m.-9:00 a.m.
The demand side is obtained from the estimated demand model by sample enumeration, using the Brookings RP sample, which, as noted, is random and mostly representative of the population. The enumeration sample is assumed to represent a fixed population of size N potential commuters.
Our estimated demand model, of course, is conditional on travel in this corridor. However, we want to include the possibility of individuals altering their decision to travel in the corridor in response to policies we simulate, because other studies have shown that such responses can strongly affect the relative benefits of alternative pricing strategies.
35 Therefore we extend our estimated model by adding an outside choice representing nontravel (on the corridor).
The full procedure for this extension is described in the paper's appendix. Briefly, we postulate an outside or nontravel alternative labeled −1 (which could represent no trip, a trip outside the four-hour time period, or a trip on one of the other corridors that are some distance from the one we are modeling). Its utility is simply a constant δ -−1 plus a random term η −1,n . The random terms for the other alternatives, that is, the terms η jn in equation (3), are assumed to be more closely correlated with each other than with η −1 , just as in a nested logit model. A new parameter λ indicates the strength of this correlation. Choice probabilities (conditional on random parameters) are nested logit.
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33. This is the observed travel time on the section we study at 4:00 a.m., corresponding to a speed of seventy-five miles an hour.
34. U.S. Bureau of Public Roads (1964). 35. Verhoef, Nijkamp, and Rietveld (1996) . 36. The choice probabilities are expressed in the appendix equations (A-2a-d).
Calibrating the Expanded Demand Model
To use our model for simulation, we need to calibrate three parameters: the alternative-specific constant for the outside choice (δ -−1 ), the coefficient of the inclusive value of travel (λ), and the population size (N). Because we expect the travel alternatives to be much closer substitutes for each other than for nontravel, we choose λ as small as possible without causing numerical instability: namely, λ = 0.2. This choice does not seem to have much effect on the nature of the results. We calibrate the other two parameters (δ -
and N) to replicate observed traffic conditions during the morning peak on SR91 in the summer of 2000, which took place with an express-lane toll of $3.30 with 50 percent discount for HOV3. The key traffic conditions are a travel-time difference between the express and free lanes of 3.4 minutes (according to our field measurements), and nontravel share of 10 percent.
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The parameters that achieve these results are shown in the first column of numbers in table 5, along with the resulting travel times and the implied elas-37. The 10 percent figure is a plausible estimate based on the likelihood that a small portion of trips were forgone due to congestion, that an alternative route available for some travelers (SR241) had about an 8 to 9 percent share of the CalPoly sample, and that the share of public transit is less than 1 percent. ticity of traffic volume with respect to the full cost of travel. 38 The middle column shows the travel times produced by simulating the base (no-toll) policy with those parameters: namely 12.03 minutes, indicating a speed of fifty miles an hour.
We recognize, however, that most areas considering new pricing or express-lane policies have far worse congestion than was observed on SR91 in 2000-which was only five years after a 50 percent increase in the road's capacity. We therefore raise population N enough to reduce average speed to thirty miles an hour under a no-toll scenario. In setting the parameters for this starting situation, we hold constant not δ -−1 , but instead the total traffic elasticity under a no-toll situation, shown in the last row of table 5. That elasticity (−0.36) may be compared with the value of −0.58 estimated under the actual pricing scheme in effect on SR91 in 2000, based on the CalPoly data and using a model with no heterogeneity.
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The calibration exercise just described leads finally to the parameters shown in the last column of the table, which we use in our policy simulations. We perform sensitivity tests, described later, using different values of the elasticity of total traffic volume, including a value of zero.
Defining Policies
Based on our equilibrium model of supply and demand, we simulate results for several pricing and operational policies. For each, we calculate tolls, travel times, traffic volumes, revenue, changes in consumers' surplus, and total change in social welfare. In our base-case (or no-toll policy), the two roadways are not distinguished. We compare policy scenarios that have the same number of total lanes (six), and thus do not investigate whether the benefits of a particular policy would merit adding new lanes in order to implement it.
38. Full cost is toll plus the traveler's value of travel time and unreliability faced. We computed the full-cost elasticity by using our expanded demand model, with initial calibrated parameters just described, to simulate changes in total travel under a no-toll scenario and a scenario where travel time and reliability are both increased 10 percent for all alternatives. We also computed the implied money-price elasticity of express-lane travel, which is −1.12, for comparison to the value of the same quantity reported in Yan, Small, and Sullivan (2002) , which is −0.7 to −0.8 but based on a model that did not account for preference heterogeneity. We believe the higher elasticity calculated here is realistic because preference heterogeneity creates a subset of people who are quite ready to shift into or out of the express lanes in response to tolls, even though they are not very likely to shift from travel to nontravel.
39. Yan, Small, and Sullivan (2002) .
The change in consumer surplus for traveler n, relative to the base case, is determined by the log-sum rule for nested logit: 40 where Δ: indicates the difference between a given scenario and the base scenario; I n : inclusive value of the nine travel alternatives, and m n : individual's marginal utility of income, determined from the coefficient of the toll variable using Roy's identity. 41 The change in social welfare is the sum of expected changes in all individuals' consumer surplus and in toll revenues.
Besides the base policy (no toll), we first consider five other policies: -HOV. A conventional carpool-lane policy in which the express lanes are open at no charge to carpools of two or more people.
-HOT. The express lanes are open both to carpools and to anyone willing to pay a toll.
-One-route toll. The express lanes are open to anyone willing to pay a toll, but with no discount for carpools.
-Two-route toll. All lanes are tolled, but with two different toll levels.
-Two-route HOT. Same as two-route toll except carpools can use either type of lane without charge.
For those policies requiring a toll, the toll is chosen to maximize social welfare subject to the constraints that define the policy. In the case of the HOT lane, the resulting optimal toll is smaller than would be charged under criteria typically used in current implementations.
The specific alternatives that are available for each policy are enumerated in table 6. Because their availability varies across policies, we must consider a feature of welfare analysis using discrete choice models, namely, adding more options increases welfare beyond any improvement in travel conditions that may actually result. This feature derives from the nature of a random utility model that assumes there are unobservable characteristics, captured by ε jn in equation (1), that differ among alternatives. We see from table 6 that some of our policies offer options with or without a transponder, while others offer express lanes as well as regular lanes. Our demand model was estimated in a situation including all nine possible alternatives described earlier, but when we simulate other policies, certain of these alternatives are eliminated from the choice set. This affects expected utility because the unobservable characteristics of eliminated alternatives are valued by some travelers. For example, some travelers in a HOT-lane environment value the day-today flexibility of lane choice that owning a transponder provides, whereas they do not have such flexibility in the no-toll or HOV policies. Table 7 shows simulation results. To facilitate understanding of the findings, we begin by presenting a detailed summary of the HOT-lane policy. The welfare-maximizing express toll for this policy is $9.23 a trip (first row). It produces a big reduction of travel times on the express lanes compared with the base policy (from 20.0 to 12.4 minutes), and a much smaller reduction on the general lanes (from 20.0 to 19.2 minutes). The next set of numbers gives the shares of selected combinations of alternatives (in which the shares for alter- 
Simulation Results
Source: Authors' descriptions.
a. An x means that the alternative is available in that scenario; T indicates a transponder; N indicates none; G indicates the general lanes; X indicates the express lanes. b. Same as note a, but combines alternatives 6 and 7a in table 6. c. Consumer surplus and social welfare are measured relative to the no-toll scenario. These two and toll revenue are each divided by the total number of potential travelers N. Social welfare is the sum of consumer surplus plus revenue.
natives with and without a transponder are added together). Thus for example, 3.4 percent of the N potential travelers choose not to travel on this corridor; just 2.6 percent pay the toll in order to travel alone on the express lanes (alternative TX1); and 52.5 percent travel alone in the general lanes (alternatives TG1 and NG1).
The consumer-surplus change for this policy, relative to No toll, averages $2.01 a person-largely reflecting the reduced congestion caused by the shift to carpools (which is nearly as great as in the HOV policy, given that solo vehicles must pay a high express toll). The average, however, masks a wide dispersion in the gains to travelers, indicated by the percentiles shown next: the median traveler gets a 62-cent increase in consumer surplus, whereas the 75th percentile traveler gets a much larger $2.71 while the 25th percentile traveler gets only 26 cents. Finally, the toll revenue collected from the HOT lane is just 24 cents a person, reflecting the small percentage paying the high toll. Adding the average consumer surplus change of $2.01 to the average toll revenue of 24 cents gives the total welfare change per person, $2.25, shown in the last row of table 7.
We now compare the welfare properties of the policies. The introduction of HOV lanes improves efficiency by encouraging carpooling-more than doubling its share from the base case (table 7 row labeled All HOV). This policy significantly reduces travel time on the express lanes, but leaves the general lanes very congested (table 7, third and fourth rows). In all likelihood, the policy would be much less effective in a smaller metropolitan area. Dahlgren (1998) finds that HOV lanes are favorable (in terms of reducing total person delay) only when initial congestion is substantial (delays of thirty-five minutes or more) and when the initial modal share of carpools is sizable (20 percent or more). We explore the welfare properties of HOV lanes under these conditions when we perform sensitivity analysis.
Allowing solo motorists to use the express lane if they pay a toll (HOT) generates a small welfare improvement over the HOV policy by enabling a small share of travelers to switch lanes and drive faster. In the HOT-like policy without an HOV exemption (one-route toll), the general lane becomes even more congested and the welfare improvement over the initial HOV policy is negligible. The two-route toll and two-route HOT policies generate considerably more welfare gains, as expected. But they do so at the cost of imposing large consumer-surplus losses on many travelers: the distribution in the population shows that the two-route toll reduces consumer surplus for three-fourths of all travelers (because the 75th percentile traveler gains $0.00), while the two-route HOT reduces it for between one-fourth and one-half of them (because the 25th percentile gain is negative but the median gain is positive). Table 8 provides more perspective on the policies' distributional effects by showing how consumer surplus varies between and within two different income groups. The dispersion within each group is quite large. For exam- ple, in the HOT policy the interquartile range is from 67 cents to $6.80 for the high-income group and from 22 cents to $2.10 for the low-income group. Note that these distributions show a great deal of overlap. For example, the one-quarter of the low-income group with the largest gains (that is, those above the 75th percentile) receive consumer surplus benefits of $2.10 or more, exceeding the gains of those at or below the median in the highincome group. As indicated previously, such findings reflect the considerable heterogeneity in VOT, VOR, and alternative-specific preferences that we found even controlling for income. Evidently there are many reasons besides income why some travelers strongly prefer one option over another. Notwithstanding their sacrifice of economic efficiency, variants of HOV, HOT, and one-route pricing policies have attained a certain degree of public acceptance, suggesting that their distributional features are compelling enough to allow implementation. The first-best policy of tolling both lanes (two-route toll) produces a sizable gain in welfare over HOV and HOT policies, largely because it greatly reduces congestion on both lanes. However, it causes travelers to suffer high and disparate losses in consumer surplus, averaging $2.36 per trip and over $5.36 per trip for one-fourth of all travelers. Furthermore, the largest losses are associated with the lowest income groups, who tend to have the lowest values of time and reliability. These features obviously contribute to efficient pricing's lack of political appeal.
However, we find that policymakers can achieve most of the gains from first-best pricing, while partly addressing distributional concerns, by adding a carpool exemption to the two-route pricing policy (making it two-route HOT). 42 The carpool share, already high in two-route pricing because of its financial incentives, increases even more, while congestion on both routes compares with the levels under two-route pricing. Remarkably, travelers, on average, obtain a substantial gain in consumer surplus (98 cents) from tworoute HOT (compared with no toll); nevertheless, the policy is vulnerable to the concern that a substantial fraction of people incur sizable losses-those in the most disadvantaged quartile of users lose at least $1.91 per trip.
It is important to point out that if we assumed that travelers were homogeneous, our findings would change considerably, along the same lines as in other studies. 43 With homogeneous preferences, the relative welfare gain from the one-route toll, whose efficiency relies mainly on creating differential services, would drop significantly; HOT would become nearly identical in effect to HOV (because no additional benefits would result from separating users based on their preferences); and the one-route toll would be set much lower (because it cannot rely on attracting users just from the upper tail of the VOT and VOR distributions). In general, the reason that accounting for heterogeneity greatly affects policy comparisons is that diversity in users' preferences creates the opportunity to improve social welfare by providing differentiated services.
Toward a Better Policy Compromise
Our findings on the distribution of benefits and costs raise the question of whether it is possible to craft a policy that achieves an even better compromise between efficiency and political feasibility than the policies explored thus far. In particular, we seek a more efficient policy with the same attractive distributional features as the one-route toll. We choose one-route toll as a benchmark for political feasibility because at least two cases exist in North America where a policy resembling it has been successfully implemented. One case is SR91 itself. Although carpools did not all pay full fare on SR91, those with only two occupants did and those with three or more occupants paid half the fare during most of the time when the original private toll road was in operation. 44 The other case is Highway 407 in the Toronto area. This is a publicly built highway (later sold to a private firm) that runs through the suburbs paralleling (a few miles away) a very congested east-west route through the city known as Queen Elizabeth Way. Projects such as these, and several others being actively considered, suggest that the public is willing to tolerate a toll road without HOV exceptions if a free alternative is available. In our simulation of the one-route toll, the free alternative exists in the form of a roadway immediately adjacent to the priced one, so this policy should be at least as acceptable as Highway 407.
We therefore quantify a benchmark for political viability as the 25th percentile of consumer-surplus change experienced by travelers under the oneroute toll policy. Table 7 shows that this is −98 cents a trip. We then define an alternate version of two-route pricing that sets the two toll levels to maximize welfare, subject to the consumer surplus loss of the 25th percentile traveler not exceeding 98 cents a trip. The result is the limited two-route HOT policy shown in the last column in tables 7 and 8. It results in a sharply differentiated toll: for the express lane its magnitude ($9.65) compares with that in the two-route toll policy, but for the general lane it is only $1.90, much lower than either of the other two-route pricing policies. The policy achieves a general-lane speed of thirty-six miles per hour, intermediate between those of the no-toll and two-route policies. It also achieves greater efficiency than any of the policies that leave the general lanes unpriced.
Motorists in the limited two-route HOT policy achieve a consumer surplus gain, on average, of $1.36 compared with no tolls. This exceeds the gain achieved by any other two-route pricing policy. Furthermore, travelers are treated much more evenly than in the other two-route pricing policies, with the interquartile range only modestly greater than with HOT or HOV. Thus the limited two-route HOT policy succeeds in improving efficiency more than most other policies, while maintaining the attractive distributional characteristics comparable to policies that have been found to be politically feasible.
We stress that our policy simulations are based on an experiment concerning only a single ten-mile stretch of highway. Most significant congestion affects a 44. Although there were complaints about the high tolls and about charging HOV3+ vehicles, they do not appear to have undermined the stability of the arrangement, which had a strikingly high acceptance level in various polls. What did eventually undermine the private operation was an unrelated issue: the franchise allowed the private operator to veto any capacity improvements in the corridor, which it did through a lawsuit in a highly publicized dispute with the California Department of Transportation. As a result, the express-lane franchise was purchased in 2003 by a public agency, which has retained most of the toll policies of its private predecessor. much broader region. If the distributional advantages of differentiated pricing enable it to be broadly adopted, its welfare gains will be greatly magnified.
Sensitivity Analysis for Simulation Results
The simulation results presented so far are based on a full-cost elasticity for total traffic of −0.36. Appendix tables A-2 and A-3 present simulation results where we assume the full-cost elasticity of total corridor traffic is −0.60 and zero, respectively. For the case of zero elasticity, the model has no outside option and so there is no parameter δ -−1 to calibrate. In the other case, the two parameters N and δ -−1 are simultaneously calibrated, as in the main results, to achieve the desired elasticity and travel-time differential with no toll. The results show that the welfare rankings of various policies, and the nature of their distributional impacts, do not depend on this assumed elasticity. We caution that specific numerical results are not necessarily comparable with different assumed elasticities because they imply different starting shares for HOV.
A more important area for sensitivity analysis, in our view, is varying the initial carpool share. As noted, many metropolitan areas have much smaller carpool shares than Los Angeles, a large city that has relatively long work trips. We therefore present an alternate simulation in which we change the parameters governing the alternative-specific utilities for HOV alternatives so as to produce HOV shares about half those of our primary scenario (table 7) , under both the no-toll and HOV policies. 45 Results are shown in table 9. The policies do not perform as well as those in our main simulation, either in total welfare gain or in direct impact on consumers. For example, the median consumer-surplus change is uniformly negative. The smaller efficiency gains and less favorable distributional properties occur because the policies cannot induce as much carpool formation and therefore they achieve less relief from congestion. The HOV policy, especially, is much less effective-it produces a negative total welfare change and substantial consumer surplus losses both to the median and, especially, the 25th percentile traveler. This striking finding is consistent with policymakers' growing dissatisfaction with HOV lanes and growing interest in HOT lanes throughout the country. What about the limited two-route HOT policy? Can it outperform HOT? Although we found that it cannot meet its political acceptability, as indicated by HOT's 25th percentile consumer surplus loss, it can improve on HOT's efficiency if we define political acceptability relative to the 25th percentile consumer-surplus loss of HOV instead. Thus the possibility for an improved policy compromise exists for other metropolitan areas in the country, although we cannot be as sanguine about political feasibility as before.
Conclusion
Methodological advances in microeconometrics have enriched our understanding of consumer behavior by recognizing that consumers are not homogeneous. Applications have shown that accounting for heterogeneity is important when assessing policies in many domains, such as economic deregulation, job training, and poverty programs. We find that heterogeneity plays a similarly important role in policy toward highway transportation. Accounting for it creates the opportunity not only to introduce HOT lanes, as has been previously recognized, but to introduce more far-reaching pricing policies within the limits of distributional effects that appear to be politically acceptable in certain circumstances. We have been able to design a differentiated road-pricing scheme that fills in the gap between optimal but socially unpopular first-best pricing and pragmatic but less-efficient policies like carpool or HOT lanes.
Recent experiments have shown that policymakers are no longer unwilling to use the price mechanism to allocate scarce road capacity. The changing times give cause for optimism that more efficient policies, offering choices that appeal to diverse users, will become serious candidates for implementation.
A P P E N D I X
Stated Preference Survey Questionnaire
Eight hypothetical commuting scenarios were constructed for respondents who travel on California State Route 91. Respondents who indicated their actual commute was less (more) than forty-five minutes were given scenarios that involved trips ranging from twenty to forty (fifty to seventy) minutes. An illustrative scenario is presented in table A-1.
Extended Demand Model for Simulations
Let Ω = {−1,0,1, . . . , 8} denote the choice set for a potential road user, where alternative −1 is the outside choice and alternatives 0-8 represent the different combinations of routes, transponder acquisition, and car occupancy defined previously. It is convenient to let Ω ෂ = {0,1, . . . , 8} denote the subset of choices involving travel on the corridor.
The utility of individual n choosing alternative j is:
with β n RP and ε jn RP as given by equations (2) and (3) in the text. Thus each traveler's utility for nontravel is divided into a mean δ -−1 , which is constant for all commuters, and random deviation ε −1n ; whereas the utility for each alternative involving travel is the same as in the RP part of our estimated model, equations (1), (2), and (3) in the text. We henceforth omit the superscript RP for simplicity.
The random preferences for individual n therefore are represented by the
), and n = (µ n Time , µ n Rel ). The density function of ⌿ n is specified as ρ(⌿ n ) = ρ η ( n ) ⅐ ρ νµ ( n , n ). Here ρ νµ (⅐) is a product of independent normal random variables with standard deviations as estimated, while ρ n (⅐) takes the nested-logit form in which the outside alternative −1 is one nest and the travel alternatives Ω ෂ are another nest with similarity parameter λ. This specification captures the idea that the substitution pattern between any two travel choices may be different from that between nontravel and travel. The market share of alternative j ∈ Ω ෂ , within the submarket represented by people with characteristics of traveler n in our enumeration sample, is found by integrating the nested-logit probability The total demand for an alternative j is therefore where w n is the number of people represented by motorist n. This number is just w n = N/79, where N is the total population size, since our enumeration sample consists of seventy-nine equally weighted individuals. The traffic volume arising from those individuals who choose a travel alternative j involv- How can one explain steeply declining carpooling rates despite longer congestion delays and more drivers on the roads? A few clues are revealed by examining income levels and travel times. Table 11 presents average commuting times and total income levels (in 1999 dollars) of people who drive alone and people who carpool. It shows that carpoolers are considerably poorer than solo drivers and that their average commuting time is greater. This pattern holds in central cities and suburban areas, persists over time, and also holds for the Los Angeles CMSA. Two explanations may be important in accounting for these patterns. Poor people may have longer distance commutes and as a result may be more likely to find carpooling (and carpool lanes) to be useful. In addition, while carpooling reduces highway travel time where there are carpool lanes, it increases nonhighway travel time due to the need to circulate to pick up or drop off passengers. Population and employment decentralization can only have increased the fixed-time cost of carpooling. As such, the driving force behind more prevalent carpooling among the poor may be savings on pecuniary costs of car ownership and gasoline rather than time savings.
In the SR91 case, which involves longer than average commutes, about eight minutes is the maximum time savings available from carpooling under any HOV or HOT lane scenario considered. Picking up and dropping off a carpooler, or even coordinating the departure of two people who live or work in the same location, can easily take this much time every trip. The suggestive evidence in tables 10 and 11 is consistent with the time cost of carpooling increasing faster as a function of the wage than the time cost of solo driving. This may reflect a large fixed-time cost associated with carpooling, implying that carpooling may only be attractive to the rich if they have very long commutes. Consistent with these observations, the authors estimate large negative marginal utilities of carpooling for the average SR91 commuter. Given the bleak outlook for carpooling and dominant role of the car in commuting, it is natural to look for road pricing schemes that allow solo commuters to pay for the congestion externality they impose on others. Thus it is appropriate that the authors use a full congestion pricing scheme to estimate their model, and consider a broad set of policy alternatives.
The results presented in table 7 highlight a host of potential difficulties in selecting and implementing various toll policies. Since high-income people have the highest value of time and lowest value of money, they are the ones who will ultimately benefit the most from being able to pay for a faster commute. Full congestion pricing of the road leaves the poor with the costly options of paying a toll or using an alternate longer route, thereby making them worse off. With their lower value of time, the poor endeavor to trade off pecuniary costs for time. It is this same intuition that can explain much higher rates of bus usage among the poor than other groups. As the authors demonstrate in table 9, there has to be considerable flexibility to carpool in the population in order for a HOT lane scheme to generate welfare gains for all but those at the very top end of the income distribution. The HOT lane attracts those with a relatively low cost of carpooling who reduce congestion for everyone else, as well as solo drivers who have high values of time and reliability. In the authors' empirical model, those at the lower end of the income distribution only benefit from the congestion reduction due to carpooling; lowincome commuters may be burdened with longer commutes if a HOT lane induces very few people to carpool as the free lane becomes more congested.
Given this friction between the interests of the rich and poor, what is the feasibility and efficacy of establishing HOT lanes or limited two-route HOT lanes in other areas? With current carpooling rates considerably less than the baseline of 18 percent in the SR91 case, one may find that implementing HOT lanes in other areas would have much more deleterious effects for the poor than seen in the SR91 case. Policymakers should thus be cautious in applying Small, Winston, and Yan's estimates to other situations. However, reestimation of the model with new stated preference data that include information on carpooling propensities for areas that are studying implementation of HOT lanes likely would be sufficient to perform the appropriate welfare analyses.
There are a few important considerations that fall beyond the scope of this paper. Congestion pricing of highways has the possibility of mitigating inefficient spatial dispersion in urban areas. Indeed, as noted by the authors, the negative externalities imposed by extra highway users not only manifest themselves as slower commute times for their commuting brethren, but also in inefficient land use patterns. Indeed, the general equilibrium consequences of improvements in the transportation infrastructure can be quite important, as seen in the influence highway construction had on suburbanization. The other general equilibrium response not considered by the authors but that may be important is commuting time-shifting. If poor individuals can adjust their commuting hours at low cost to avoid tolls, the authors may be underestimating the welfare benefits of road congestion tolls.
Overall, one learns a lot from Small, Winston, and Yan's work. It would be interesting to use their estimates, or new results using the same methodol-ogy estimated using data from a stated preference survey, to form predictions about lane choice and carpooling for projects coming on line in the next few years. Successful out-of-sample predictions for travel demand would lend further credence to the welfare analysis performed in this paper. With any luck, the methodology developed in this paper will be adopted by policymakers for evaluating potential road pricing schemes in the future.
José A. Gómez-Ibáñez: Small, Winston, and Yan set out to demonstrate, using traffic congestion as their example, that public policy can be improved by understanding how preferences vary among consumers. Local officials have long resisted the suggestion by many economists that the problem of urban traffic congestion can be significantly reduced by charging motorists tolls that depend on the level of congestion. Officials have been much more willing to build special high-occupancy vehicle (HOV) lanes to try to reduce congestion by encouraging the formation of carpools. In addition, some communities have converted their HOV lanes into high-occupancy toll (HOT) lanes, usually in response to criticism that the HOV lanes are underused while the general-purpose lanes remain very crowded. HOT lanes allow motorists who are driving alone (or who do not have enough passengers to qualify for HOV status) to use the exclusive lanes if they pay a toll. Only a few major urban areas (notably Singapore, in 1975, and London, in 2003) have been willing to toll all lanes, a practice that economists argue would establish strong incentives for motorists to form carpools, shift to mass transit, and travel in less-congested hours or to less-congested locations.
Small, Winston, and Yan cite research showing that HOV and HOT lanes can actually increase rather than reduce traffic congestion, particularly in circumstances where the lanes do not encourage the formation of many new carpools or the new carpools are formed primarily by former bus riders. The authors argue that HOV and HOT lanes are both inferior to congestion tolls on all lanes because the general-purpose lanes are left untolled and thus excessively congested. They contend that policymakers can fashion a politically acceptable policy that generates most of the benefits of congestion tolls by taking advantage of the variation in preferences for different commuting options. The basic idea is to offer a menu of options instead of a single policy, so that consumers can pick the option that reduces congestion at the least cost and inconvenience to them. The authors illustrate their argument by simulating alternative congestion-relief policies on a stretch of California State Route 91 (SR-91) that currently has four general-purpose and two HOV lanes.
Transportation planners and policymakers will not need much convincing about the importance of considering heterogeneous preferences. They have long understood, for example, that variations in preferences are the reason that several modes of transportation often serve the same territory or route. Trucks and railroads both can thrive on the same route because some shippers are more sensitive to travel time and reliability, while others are more sensitive to cost. Similarly, buses, trains, and automobiles often share the same commuter corridor because commuters differ in the value they place on travel time savings, their willingness to carpool, their need to run errands on the way to or from work, and other characteristics. Transportation planners commonly break down markets into different segments that vary not just by the origins and destinations of their trips but by their different preferences. Small, Winston, and Yan are encouraging planners to consider the implications of preference heterogeneity in a wider variety of applications.
Small, Winston, and Yan's simulations make it clear why economists have had such a difficult time convincing policymakers to impose congestion tolls. Congestion tolls on both the general-purpose and special lanes of SR-91 generate the largest estimated social welfare gain of any policy they simulate: $2.99 per commuter. But the average commuter actually loses $2.36 in consumer surplus from congestion tolling-only a handful of wealthy commuters who place a high value on time savings are better off. The reason that congestion pricing generates net benefits to society is that the government collects tolls averaging $5.35 per commuter. Who will benefit from the toll revenues depends on how the revenues are used. If they are used to cut taxes, then taxpayers benefit, and if they are used to expand government programs, then program users benefit. But the fear is that the benefits from toll revenues are likely to be spread so thinly over a large group of taxpayers and government program users that they will be hardly noticed, while the costs will be concentrated on commuters and very visible. Diffuse benefits and concentrated costs are a recipe for political resistance.
The most obvious solution to this dilemma is to attempt to return some of the toll revenues to commuters in a way that does not undermine the incentive properties of the tolls. For example, London made its congestion tolling scheme more popular by pledging to use the toll revenues to expand bus services.
1 Similarly, Hong Kong promised to use congestion toll revenues to reduce auto-mobile registration fees and excise taxes. Hong Kong's proposal failed, in part, because motorists did not trust the government to keep its promises to cut auto taxes. This paper's authors suggest a new strategy: taking advantage of the variation in consumer preferences for time savings and other attributes to set congestion tolls at levels that benefit, rather than harm, most motorists. The fact that there are two sets of lanes (special and general-purpose) allows Small, Winston, and Yan to offer two toll levels simultaneously: a high toll in the special lanes that delivers a substantial time savings and appeals to motorists who value time greatly, and a low toll in the general-purpose lanes level that delivers less time savings but is more attractive to motorists who place less value on travel time. In addition, carpools can travel free in the high toll lane. The authors tinker with the two toll levels until they find a pair of tolls that gives a net social gain of $2.41 per commuter, or 81 percent of the $2.99 maximum benefit that might be obtained. But with their tolls the average commuter gains a consumer's surplus of $1.36 instead of losing $2.36. Only roughly a third of commuters lose, and they typically lose only $1 per trip.
2
While the authors' solution is very clever, they do not recognize that the designers of conventional HOT lanes have essentially anticipated their idea. Conventional HOT lanes also offer commuters three different options: untolled but slow travel in the general-purpose lanes (which appeals to those who do not value travel time savings highly); untolled and fast travel in the special-purpose lanes (which appeals to those who do not mind traveling in carpools); and tolled and fast travel in the special-purpose lanes (for those who highly value time savings and prefer not to carpool). As a result, the HOT lane policy generates a net social gain of $2.25 per commuter, or 75 percent of the $2.99 maximum possible and almost as much as the $2.41 generated by the authors' scheme. Equally important, the average commuter gains $2.01 instead of losing $2.36, and virtually all commuters are winners.
3 In short, the HOT lane scheme uses the same approach of providing a menu of options as the authors' proposal and, as a result, gains almost the same net social benefit and an even better outcome for commuters.
Small, Winston, and Yan might have made a stronger case for their particular proposal had they used a more representative highway than SR-91. This California road is ideally suited for HOV and HOT lanes because the commuters that use it travel very long distances. SR-91 crosses a barrier of hills that separate job-rich Orange County and housing-rich Riverside County. As a result, the HOT lanes are ten miles long, without any intermediate entrances and exits, and the time savings for users is as much as ten to fifteen minutes a trip. Such an enormous time savings encourages more than 40 percent of commuters on SR-91 to carpool, a much higher percentage than found on roads with shorter HOV or HOT lanes. If the authors had used a more typical commuter highway as their example, their scheme of different toll rates on general-and special-purpose lanes might have outperformed the HOT lanes. The authors also may have overestimated the benefits of HOT lanes to the extent that they overestimated the preferences that commuters have for the intrinsic characteristics of certain options rather than the savings in cost, travel time, and travel reliability that those options offer. The authors acknowledge that consumer utility increases slightly in their model as the number of options increases, even if those options do not actually offer more variety. But it also appears that the intrinsic preferences for certain options, such as owning a transponder or traveling in the exclusive lanes, are estimated to be high as well. This may give HOT lanes an important advantage over congestion pricing in the model simply because HOT lanes offer commuters a wide variety of options. Unfortunately, the econometric techniques the authors must use to combine different surveys with different types of data are so complicated that it is difficult to tell whether the intrinsic preferences for options have been overstated.
5
In sum, Small, Winston, and Yan's basic point is probably more important than their specific example of congestion pricing on SR-91 makes it seem. On a more typical highway, with shorter lanes and commutes, differential pricing on the special-and general-purpose lanes might have beaten HOT lanes. But the success of the HOT lanes on SR-91 supports, rather than refutes, their argument that offering more options improves public policy where preferences are heterogeneous. HOT lanes offer more variety than congestion pricing, so one should not be surprised that they do reasonably well.
